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EXPOSURE DRAFT 
PROPOSED STATEMENT OF POSITION 
ON 
ACCOUNTING FOR PROPERTY AND 
LIABILITY INSURANCE COMPANIES 
A PROPOSED RECOMMENDATION TO THE FINANCIAL 
ACCOUNTING STANDARDS BOARD 
OCTOBER 31, 1977 
Issued by the Insurance Companies Committee of the 
American Institute of Certif ied Public Accountants 
For Comment From Persons Interested in Accounting Practices of Property 
and Liability Insurance Companies 
Comments should be received by December 31, 1977 and addressed to: 
David V. Roscetti, CPA, File Ref. No. 3100 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200 
October 31, 1977 
To Members of Council; Technical Committee Chairmen; 
State Society and Chapter Presidents, 
Directors and Committee Chairmen; Organizations 
Concerned With Regulatory, Supervisory or 
Other Public Disclosure of Financial 
Activities ; Chief Financial Officers of Property and 
Liability Insurance Companies: 
This exposure draft has been prepared by the Insurance Companies Committee to 
obtain the comments of interested parties on significant issues related to 
property and liability insurance companies. The Committee believes that the 
exposure draft will help focus attention on the specific issues considered 
and foster an interchange of ideas among all those interested in improving 
accounting and reporting standards for property and liability insurance 
companies. 
The Committee urges respondents to give attention to the section entitled 
"Consideration of Anticipated Investment Income in the Computation of Premium 
Deficiencies" on page 13 of the exposure draft. The Committee is not taking a 
position at this time on the consideration of anticipated investment income in 
the computation of premium deficiencies(a term adopted by the Committee to 
describe the views of the FASB which are set forth in paragraph 96 of FASB 
Statement No. 5). A complete discussion of the issues, including the pros and 
cons, is presented for discussion and comment. Although the Committee has not 
expressed a preference for or against this issue in the exposure draft, it 
will include a position on the matter in the final Statement of Position. 
Comments by respondents with supporting reasons for the positions advocated will 
assist the Committee in reaching a decision. 
Sincerely, 
John E. Hart, Chairman 
AICPA Insurance Companies Committee 
AICPA 
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PROPOSED STATEMENT OF POSITION ON 
ACCOUNTING FOR PROPERTY AND 
LIABILITY INSURANCE COMPANIES 
INTRODUCTION 
The AICPA Insurance Compa-
nies Committee is in the process of 
revising the AICPA Industry Audit 
Guide, Audits of Fire and Casualty 
Insurance Companies (referred to 
hereinafter as "audit guide" or 
"guide"). The Committee has re-
viewed the section of the guide 
dealing with variances between 
generally accepted accounting prin-
ciples and practices prescribed or 
permitted by insurance regulatory 
authorities and has identified areas 
in which existing practice varies, 
including areas in which further 
clarification of the guide seems nec-
essary, and certain areas that were 
not discussed in the guide. 
A Discussion Memorandum was 
issued in November 1975 to obtain 
representative views on the appro-
priate accounting principles to be 
applied in the various areas under 
study from AICPA members, repre-
sentatives of industry, and other in-
terested parties. The responses to 
the Discussion Memorandum were 
considered in the preparation of 
this Statement of Position. 
In recent years, accountants, in-
vestors, and other users of financial 
statements have expressed concern 
over the acceptability of alternative 
accounting methods for similar 
business transactions. The Account-
ing Standards Division believes that 
it is not desirable to have accept-
able alternative accounting methods 
in the property and liability insur-
ance industry. Therefore, the Divi-
sion is expressing in this Statement 
its position on preferable account-
ing methods in each of the areas in 
which alternatives exist, except for 
the issue of discounting loss re-
serves as more fully described on 
page 11, and the issue of using 
anticipated investment income in 
the computation of premium defi-
ciencies which is discussed on page 
13. The Division is also not address-
ing the issues related to the ac-
counting principles to be followed 
by title insurance companies. 
The Division's positions set forth 
in this Statement apply to financial 
statements of property and liability 
insurance companies that are in-
tended to present financial position 
and results of operations in con-
formity with generally accepted 
accounting principles. The Division 
believes that the Stock Life Insur-
ance Audit Guide, as it relates to 
health insurance, should also apply 
to property and liability insurance 
companies. 
The interest of policyholders and 
of the public in the financial integ-
rity of the property and liability in-
surance industry makes it important 
that the solvency of property and 
liability insurance companies be 
demonstrated to regulatory authori-
ties. Consideration of those inter-
ests, together with the uncertainties 
inherent in the future, has resulted 
in the conservative accounting prac-
tices prescribed or permitted by 
insurance regulatory authorities 
(regulatory accounting practices).1 
Solvency must be continuously dem-
onstrated for a property and lia-
bility insurance company to be per-
mitted to offer its services to the 
public. Federal income taxation of 
1
 Such practices have been prescribed by 
statute, regulation, or rule or have been 
permitted by specific approval or ac-
ceptance. 
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property and liability insurance 
companies is also based primarily 
on these insurance regulatory ac-
counting practices. The use of gen-
erally accepted accounting prin-
ciples, as discussed in this State-
ment, should not be construed as 
an indication that those accounting 
principles should also be used in 
reporting to regulatory or taxing 
authorities. 
PREMIUM REVENUE 
RECOGNITION 
Discussion 
Premiums are generally collected 
as of the inception of the contract 
or installment period. Under regu-
latory accounting practices, the 
premiums are recognized in income 
evenly over the contract period, 
generally determined on a monthly 
or daily basis. That method, which 
was endorsed by the audit guide 
and has been generally accepted in 
the property and liability insurance 
industry, usually produces a proper 
association of premium revenues 
with losses and expenses that will 
be incurred over the contract pe-
riod. However, some believe that a 
modification should be made to that 
basis of recognition if: (a) the 
period of risk differs significantly 
from the contract period and (b) 
the incidence of risk, or the amount 
at risk, varies significantly during 
the contract period. In addition, 
some believe a modification should 
also be made with respect to mort-
gage guaranty insurance because 
the policies are long-term in nature. 
Such policies may be either single 
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premium or annual premium at 
fixed rates and either non-cancel-
lable or guaranteed renewable. 
For the typical policy, the pre-
mium is fixed for the period of the 
contract. In most cases, the fixed 
amount is recognized over the con-
tract period. However, for retro-
spectively rated and reporting-form 
policies, an estimated or deposit 
premium is collected which is ad-
justed at a subsequent date based 
on experience. In some cases, the 
deposit premium serves as a means 
of financing and, therefore, may 
only be a portion of the estimated 
premium. Under regulatory ac-
counting practices, those premiums 
are usually accounted for in the 
following manner: (a) the original 
estimated or deposit premium is 
recognized evenly over the contract 
period with subsequent adjustments 
charged or credited to income as 
they occur or (b) the ultimate 
premium is estimated and such ul-
timate premiums, which are re-
vised during the contract period to 
reflect current experience, are rec-
ognized evenly over the contract 
period. The audit guide is silent on 
that subject, and practice varies. 
The Division's Position 
In the insurance industry, the 
service provided is coverage; there-
fore, revenues should be recognized 
as that coverage is provided. The 
incidence of losses is not relevant 
to the recognition of revenue but 
is relevant to the recognition of 
costs, which should be recognized 
as losses are incurred.2 
In most instances, premiums 
should be recognized as being 
earned evenly over the term of the 
insurance contract determined on 
a monthly or daily basis as the 
coverage is provided. In those few 
instances in which: (a) the period 
2
 With respect to mortgage guaranty in-
surance policies, the estimated premi-
ums to be collected over the life of the 
contract, adjusted for actual experience, 
should be recognized as earned over 
the expected period claims will be in-
curred in relation to the expected inci-
dence of claims. Any significant varia-
tion in the expected period or incidence 
of claims may indicate the need to ad-
just the recognition of premium revenue. 
of risk varies significantly from the 
contract term, the premium should 
be recognized evenly over the pe-
riod of risk, and (b) the amount 
of coverage declines according to a 
predetermined schedule, the pre-
mium should be recognized in pro-
portion to the amount of coverage. 
Premiums on retrospectively rated 
and reporting-form policies should 
be accounted for on an accrual 
basis using estimates of ultimate 
premiums. Estimated ultimate pre-
miums should be revised to reflect 
current experience. In those rare 
situations in which the ultimate pre-
miums cannot be reasonably esti-
mated, the accrual basis should not 
be used. 
DEFERRED 
ACQUISITION COSTS 
Discussion 
The audit guide discusses the ac-
counting for costs incurred in con-
nection with writing insurance and 
obtaining insurance premiums. The 
guide indicates that regulatory ac-
counting practices, which require 
such costs to be charged to income 
as they are incurred, do not pro-
duce a proper association of costs 
and revenues. Therefore, the guide 
suggests that such costs be deferred 
and amortized over the contract pe-
riod. That method has gained gen-
eral acceptance in the industry. 
The audit guide provides little 
guidance as to types of acquisition 
costs to be deferred. As a result, 
the guide has been subject to dif-
fering interpretations which have 
resulted in variations in practices. 
The principal interpretations of the 
guide are as follows: 
a. Only those costs that vary di-
rectly with and are directly re-
lated to the production of busi-
ness (new and renewal premiums 
written) should be deferred. 
b. In addition to costs that vary di-
rectly, certain costs that vary 
indirectly and are directly re-
lated to the production of busi-
ness should be deferred. 
c. All costs related to the produc-
tion of business should be de-
ferred. 
The guide describes only one 
method for estimating deferred ac-
quisition costs referred to as "equity 
in unearned premiums." Some sug-
gest that this method can distort 
net income if the relationship of 
costs incurred to premiums writ-
ten varies significantly from period 
to period. If deferred acquisition 
costs are estimated based on a per-
centage relationship of costs in-
curred to written premiums, they 
suggest that the percentage rela-
tionship once determined, except 
for any adjustment related to re-
coverability (i.e. premium defi-
ciency as that item is described on 
page 9), should continue to be 
applied to the applicable unearned 
premiums throughout the term of 
such policies. Further, they suggest 
that acquisition costs should be 
amortized using more precise meth-
ods such as those used for amortiz-
ing unearned premiums in order 
to associate more properly such 
costs with premium revenues. 
The Division's Position 
Costs that vary with and are 
directly related to the production 
of business (new and renewal pre-
miums written during an account-
ing period) should be deferred and 
amortized to income as the related 
written premiums are earned. Cer-
tain expenses, such as commissions 
and premium taxes, vary directly 
with and are directly related to the 
production of new business and can 
be associated directly with specific 
revenues. Other expenses, such as 
salaries of certain employees in-
volved in underwriting and policy 
issuance functions, inspection re-
port fees, and fees paid to boards 
and bureaus, may vary indirectly 
with the production of business but 
are directly related to the premi-
ums written during the period in 
which the costs are incurred. 
Those costs meet the criteria for 
deferral and association with the 
related premiums as they are 
earned. Certain other costs in-
curred during the period, such as 
depreciation, collection expenses 
and uncollectible accounts, profes-
sional fees, and general administra-
tive expenses, do not vary directly 
with and are not directly related to 
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the production of business and 
therefore should be charged to ex-
pense as incurred. 
To apply those expense recogni-
tion principles, costs should be ana-
lyzed to determine whether they 
can be associated with revenues. 
Arbitrary percentage allocations of 
expense classifications do not meet 
those criteria and therefore should 
not be used. 
Acquisition costs should be de-
ferred and amortized using meth-
ods such as those used for amor-
tizing unearned premiums in order 
to associate more properly those 
costs with premium revenues. The 
calculations should be made by 
groupings of business consistent 
with the company's manner of ac-
quiring, servicing, and measuring 
the profitability of its business. If 
deferred acquisition costs are cal-
culated based on a percentage 
relationship of costs incurred to 
written premium:?, the percentage 
relationship once determined, ex-
cept for any adjustment related to 
premium deficiencies, should con-
tinue to be applied to the appli-
cable unearned premiums through-
out the term of the policies. 
PREMIUM DEFICIENCIES 
Discussion 
The audit guide states that ". . . 
since the premium is expected to 
pay losses and expenses, and pro-
vide a margin of profit over the 
term of the policy, the portion mea-
sured by the unexpired term should 
be adequate to pay policy liabili-
ties (principally losses and loss ex-
penses) and return premiums dur-
ing the unexpired term. . . ." Fur-
ther, the guide suggests that the 
premium should be adequate to re-
cover any unamortized deferred 
acquisition costs. Paragraph 96 of 
FASB Statement No. 5 indicates 
that ". . . this Statement does not 
prohibit (and, in fact, requires) 
accrual of a net loss (that is, a loss 
in excess of deferred premiums) 
that probably will be incurred on 
insurance policies that are in force, 
provided that the loss can be rea-
sonably estimated. . . ." 
The audit guide does not use 
the term "premium deficiencies" (a 
term adopted by the Division to de-
scribe the views of the FASB, which 
are set forth in paragraph 96 of 
FASB Statement No. 5). However, 
with respect to evaluating the re-
coverability of acquisition costs to 
be deferred, the audit guide sug-
gests that consideration be given 
to (a) the anticipated loss ratio, 
(b) the anticipated loss expense 
ratio, and (c) the anticipated ratio 
of expenses subsequent to acquisi-
tion. It further suggests that the 
determination of those anticipated 
ratios requires an analysis of his-
torical data plus knowledge of other 
factors, such as giving greater 
weight to the more recent loss ex-
perience and taking into account 
recent rate changes that would be 
reflected in the unearned premiums 
in the balance sheet. 
Some believe that, except in rare 
instances, future net losses cannot 
be estimated any more reasonably 
than can catastrophes. Therefore, 
they believe that the provisions of 
the audit guide and FASB State-
ment No. 5 have little, if any, ap-
plicability in practice in this area. 
Others believe that, while future 
net losses may not be as reasonably 
estimated as can liabilities for in-
curred losses, they can be estimated 
with sufficient reliability to deter-
mine whether there will be a net 
loss on the contract. Therefore, to 
comply with the audit guide and 
the requirements of FASB State-
ment No. 5, they suggest the fol-
lowing methods to provide for pre-
mium deficiencies: 
a. A premium deficiency should 
first be recognized by writing 
off any unamortized deferred 
acquisition costs to the extent 
required. Should the premium 
deficiency be greater than the 
unamortized deferred acquisi-
tion costs, loss reserves should 
be provided for an additional 
deficiency. This method recog-
nizes that an asset has been im-
paired and that the impairment 
should be recognized before any 
additional liabilities are recorded. 
b. Additional loss reserves should 
be provided for the full amount 
of the premium deficiency with 
no adjustment to deferred acqui-
sition costs. This method is sup-
ported by the view that the origi-
nal premium contemplated the 
acquisition costs and that the de-
ficiency is caused by losses in 
excess of those anticipated at the 
time premiums were established. 
c. Unearned premiums should be 
increased by the amount of a 
premium deficiency. This method 
is supported by the view that the 
premium deficiency cannot be 
attributed to either the acquisi-
tion costs or additional losses. 
Determination of Premium 
Deficiencies 
Premium deficiencies are deter-
minable by (a) individual lines of 
business, (b) groupings of busi-
ness consistent with the company's 
manner of acquiring, servicing, and 
measuring profitability of its busi-
ness, or (c) in the aggregate. 
Anticipated Expenses Subsequent 
to Acquisition 
As stated above, the audit guide 
suggests that consideration should 
be given to anticipated expenses 
subsequent to acquisition. How-
ever, the guide provides little guid-
ance as to what types of expenses 
subsequent to acquisition should be 
considered. The guide has been in-
terpreted in various ways as follows: 
a. Only anticipated losses, loss ad-
justment expenses, and unamor-
tized deferred acquisition costs 
directly related to policies in 
force should be considered in 
determining premium deficien-
cies. 
b. In addition to anticipated losses, 
loss adjustment expenses, and 
unamortized deferred acquisition 
costs, certain other underwriting 
expenses (maintenance expenses) 
should be considered, provided 
that such costs may be attrib-
uted to maintaining the policies 
in force. 
c. Anticipated loss and loss adjust-
ment expenses, together with all 
other underwriting expenses, 
should be considered in deter-
mining premium deficiency. 
d. Anticipated policy dividends 
should also be considered in the 
above tests. 
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e. Anticipated investment income 
should also be considered in the 
above tests. 
Anticipated Investment Income 
The consideration of anticipated 
investment income in the computa-
tion of premium deficiencies is un-
resolved. See page 13 for a discus-
sion of the issues. 
The Division's Position 
Determination of Premium 
Deficiencies 
Premium deficiencies should be 
determined by groupings of busi-
ness consistent with a company's 
manner of acquiring, servicing, and 
measuring the profitability of its 
business. 
Anticipated Expenses Subsequent 
to Acquisition 
In those instances in which ex-
pected losses and loss adjustment 
expenses, maintenance expenses, 
policyholder dividends, and un-
amortized deferred acquisition costs 
exceed the related unearned premi-
ums, a provision for the anticipated 
premium deficiency would be re-
quired (in accordance with FASB 
Statement No. 5, paragraph 96). 
The Division believes that ex-
pected losses and loss adjustment 
expenses, expected policyholder 
dividends, and unamortized de-
ferred acquisition costs should be 
considered in determining premium 
deficiencies. In addition, certain 
other underwriting expenses (main-
tenance expenses) should also be 
considered, provided such costs can 
be attributed to maintaining the 
policies in force. 
Note: The Division's position on 
this matter may be modified 
to include anticipated in-
vestment income, based on 
the final determination of 
the issues described on page 
13, "Consideration of Antici-
pated. Investment Income in 
the Computation of Pre-
mium Deficiencies." 
Financial Statement Presentation 
A premium deficiency should first 
be recognized by writing off any 
unamortized deferred acquisition 
costs to the extent required. Should 
the premium deficiency be greater 
than the unamortized deferred ac-
quisition costs, a separate liability 
should be provided for the excess 
deficiency. This method recognizes 
that an asset has been impaired and 
that the impairment should be re-
corded before any additional lia-
bilities are recorded. 
LOSSES 
Discussion 
Basis of Recognition 
Under regulatory accounting 
practices, losses are recognized as 
incurred. Estimated liabilities are 
established for losses that have 
been reported and additional esti-
mates are made for losses that have 
been incurred but have not yet 
been reported to the company. This 
accounting method was endorsed 
by the audit guide, has been gen-
erally accepted by industry, and is 
reaffirmed in FASB Statement No. 
5. For losses that are historically 
settled over a period of years, the 
estimates generally include the ef-
fects of inflation and other social 
and economic factors on the ulti-
mate dollar cost of settlement; the 
effects are generally measured using 
information based on historical and 
reasonably foreseeable events and 
trends. 
Salvage and Subrogation 
Regulatory authorities generally 
do not permit recognition of esti-
mated amounts of salvage and sub-
rogation recoverable on paid and 
unpaid losses. The audit guide is 
silent on this matter, and practice 
varies. 
Recognition of the Time Value 
of Money 
Some regulatory authorities per-
mit liabilities for losses to be de-
termined based on the present 
value of future payments for those 
types of losses that are payable in 
fixed installments over a long pe-
riod of time, such as certain 
workers' compensation and dis-
ability insurance claims. Discount-
ing of loss reserves, or the recogni-
tion of the time value of money, 
for other types of claims not ex-
pected to be settled in one year 
is generally not permitted. Under 
generally accepted accounting prin-
ciples, losses are generally recorded 
following statutory accounting 
practices. The audit guide is silent 
on this matter, and practice varies. 
Those who believe that liabilities 
for losses and loss expenses should 
be stated at present value suggest 
that investment income, excluding 
investment income attributable to 
stockholders' (members') equity, is 
an inextricable part of insurance 
operations and present value con-
cepts should be applied to all li-
abilities that are not expected to 
be settled in one year, provided 
that the period for settling the 
losses can be reasonably estimated. 
In support of that viewpoint, they 
cite the fact that at least 15 states 
are now taking investment income 
into consideration in determining 
premium rates. They believe that 
further support comes from a re-
view of the economic history of the 
insurance industry over the last 50 
years in which investment income 
exceeded $29 billion (excluding in-
vestment gains of $5 billion) while 
underwriting losses aggregated 
slightly in excess of $2 billion over 
the same period. From this per-
spective, they believe it is undeni-
able that if the insurance industry 
had to depend solely on premium 
revenues to cover claim costs, ac-
quisition costs, and underwriting 
expenses, it simply would not 
survive. 
Some believe that all liabilities 
for losses and loss expenses not ex-
pected to be settled in one year 
should be stated at their present 
value. Those who support this view 
believe that: 
a. Recognition of the time value 
of money results in financial 
statements that are more in 
accord with economic reality 
than is the case without discount-
ing. The economic history of the 
insurance industry and the pres-
ent environment demonstrate 
that investment income and 
E X P O S U R E DRAFT 11 
underwriting; results are inter-
related. 
b. Valuing loss reserves at their 
present value is consistent with 
the generally accepted account-
ing principle of matching related 
revenues and expenses. Premium 
revenue would be matched 
against the estimated present 
value of claims incurred, while 
investment income would be 
matched against the interest 
added to the reserves. If losses 
are not discounted, premium 
revenue is matched against the 
estimated total amount to be 
paid on claims incurred, while 
investment income has no offset. 
c. Anticipated investment income 
plays a significant role in de-
termining premium rates. Pre-
miums on lines of business in 
which losses are settled in a 
relatively short period of time 
are generally higher in relation 
to anticipated losses than pre-
miums on lines of business in 
which a substantial portion of 
the losses are settled over a pe-
riod of years. 
d. Current insurance accounting 
principles are inconsistent, inas-
much as reserves on life, annuity, 
and disability policies issued by 
life insurance companies are dis-
counted, while long-term re-
serves of property and liability 
insurance companies are not. 
e. Although the use of present 
values involves estimates of the 
timing of future payments, the 
estimates would be based on his-
torical experience modified for 
current trends. The use of dis-
counted loss reserves should not 
imply greater precision than 
gross dollar reserves because all 
elements of the loss reserve 
(gross dollar value, salvage and 
subrogation recoverable, and 
payment pattern) are estimates. 
Those who support discounting, 
or the recognition of the time value 
of money, believe that the issue is 
so significant to the determination 
of financial position and results of 
operations of property and liability 
insurance companies that financial 
statements will continue to be in-
terpreted differently until the issue 
is resolved. 
Others believe that present value 
concepts should be applied only 
to those types of losses that are 
payable in fixed installments over 
a long period of time, such as 
workers' compensation and other 
forms of disability insurance. Those 
who support this view believe that: 
a. Such liabilities are contractual 
obligations to pay money on 
fixed or determinable dates as 
contemplated in APB Opinion 
No. 21, Interest on Receivables 
and Payables. 
b. Present value concepts should 
be applied only to these types 
of losses because application of 
such concepts to other types of 
losses involve estimates of both 
the amounts and the timing of 
payments, and there is too much 
subjectivity inherent in estab-
lishing estimates of losses that 
will not be paid until some un-
determined future date to per-
mit such losses to be stated at 
present value. To do so would 
imply a greater degree of pre-
cision than is warranted. 
The Division's Position 
Basis of Recognition 
Under generally accepted ac-
counting principles, losses should 
be recognized in the financial state-
ments as incurred, including esti-
mates for incurred but not reported 
losses. Provisions for unpaid losses 
should be based on the best esti-
mate of the ultimate cost of settle-
ment, net of anticipated salvage 
and subrogation recoveries, using 
past experience adjusted for current 
trends and any other factors that 
would modify past experience. 
Changes in loss estimates resulting 
from the periodic review of such 
estimates, and differences between 
estimates and ultimate payments, 
should be reflected in income of 
the period in which the estimates 
are changed or the claim is settled. 
Salvage and Subrogation 
Estimated amounts of salvage 
and subrogation recoverable on 
paid and unpaid losses should be 
recorded as an asset. 
Recognition of the Time Value 
of Money 
APB Opinion No. 21 deals with 
business transactions involving ex-
change of cash or property, goods 
or service for a note or similar 
instrument. Paragraph 1 of the 
Opinion specifically states "the pri-
mary objective of this Opinion is to 
refine the manner of applying exist-
ing accounting principles in this 
circumstance. Thus, it is not in-
tended to create a new accounting 
principle." Paragraph 4 states "this 
Opinion is also not intended to 
apply to, and the Board is not pres-
ently taking a position as to, the 
application of the present value 
measurement (valuation) technique 
to estimates of contractual or other 
obligations assumed in connection 
with sales of property, goods or 
service, for example, a warranty for 
product performance." 
Liabilities for losses are similar 
to the obligations described in para-
graph 4 of APB Opinion No. 21. 
Accordingly, the Division believes 
that this area should be considered 
by the FASB as part of the broader 
subject of the application of present 
value measurement techniques. 
Until this matter is resolved, com-
panies that discount loss reserves 
should disclose their accounting 
policies relative to discounting, in-
cluding the effects thereof on the 
financial statements. 
LOSS ADJUSTMENT EXPENSES 
Discussion 
Regulatory accounting practices 
require that all costs associated 
with the settlement of losses be ac-
crued in the period that the related 
losses were incurred. Those costs 
include amounts paid for outside 
services and direct, indirect, and 
fixed internal costs associated with 
the settlement of claims. No excep-
tion to that practice was presented 
in the audit guide and the practice 
has been accepted in industry. 
The Division's Position 
All expenses expected to be in-
curred in connection with the set-
tlement of unpaid losses should be 
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accrued. Certain of those expenses, 
such as legal and adjusters' fees, 
can be associated directly with spe-
cific losses paid or in the process of 
settlement. Other of those expenses, 
such as the internal costs of the 
claims function, cannot be associ-
ated with specific losses but are re-
lated to losses paid or in the proc-
ess of settlement. 
REINSURANCE 
Discussion 
Under regulatory accounting 
practices, amounts recoverable from 
reinsurers related to paid losses are 
classified as an asset, whereas 
amounts recoverable on unpaid 
losses and for ceded unearned pre-
miums are offset against the re-
lated liability accounts. The audit 
guide is silent on this subject and 
the practice is generally accepted 
in the industry. However, some 
believe that all amounts' recover-
able from reinsurers should be 
classified as an asset, subject to 
appropriate valuation allowances, 
rather than as offsets to liability ac-
counts on the basis that generally 
accepted accounting principles do 
not permit offsetting receivables 
and payables to unrelated parties. 
Those who support the regula-
tory practice believe that reinsur-
ance is inextricably linked to the 
basic policy transaction. For ex-
ample, if the amount of commer-
cial fire coverage required exceeds 
the retention limit of any one com-
pany, the several companies in-
suring the risk could either issue 
separate policies for their portion 
of the risk or one company could 
issue a single policy for the total 
coverage and reinsure the coverage 
in excess of its retention limit. In 
either case, the net financial state-
ment result is the same and form 
should not prevail over substance. 
Under regulatory accounting 
practices, reinsurance premiums 
ceded are reported as a reduction 
of written and earned premiums. 
The audit guide is silent on this 
subject and the practice is gen-
erally accepted in the industry. 
Some believe the purchase of ca-
tastrophe insurance coverage by a 
company is not a true sharing of 
risk and, therefore, the premiums 
should be treated as operating ex-
penses as opposed to a reduction 
in written and earned premiums. 
Those who support the statutory 
practice believe, as stated above, 
that reinsurance is inextricably 
linked to the basic policy transac-
tion and that a distinction cannot 
be made between a sharing of risk 
and the purchase of insurance. 
The Division's Position 
Generally accepted accounting 
principles do not permit offsetting 
receivables against payables to un-
related parties. All amounts recov-
erable from reinsurers (related to 
paid and unpaid losses and loss ad-
justment expenses, if applicable) 
should be classified in the financial 
statements as an asset, subject to 
appropriate valuation allowances, 
rather than as offsets to liability ac-
counts. Ceded unearned premiums 
do not represent receivables; there-
fore, those amounts should be net-
ted against the related unearned 
premiums. Receivables and pay-
ables from the same reinsurer, in-
cluding funds withheld, should be 
offset. Reinsurance premiums ceded 
and reinsurance recoveries on losses 
may be netted against the respec-
tive earned premiums and incurred 
losses in the income statement. 
Companies should disclose (a) 
the nature of their reinsurance ac-
tivities, (b) reinsurance premiums 
assumed and ceded that are in-
cluded in or deducted from earned 
premiums (disclosure should also 
be made on a written premium 
basis if the difference is material), 
and (c) premiums and recoveries 
on excess of loss contracts deducted 
from premiums earned and losses 
incurred, respectively. 
INVESTMENT IN REAL ESTATE 
Discussion 
Under regulatory accounting 
practices, real estate is classified 
as an investment regardless of its 
use. For real estate used in op-
erations, rent is included in invest-
ment income and is charged to the 
operating departments. The audit 
guide is silent on this subject and it 
has gained general acceptance in 
the industry. 
The Division's Position 
Real estate should be classified 
either as an investment or as prop-
erty used in the business based 
on its predominant use. Deprecia-
tion and other real estate operating 
expenses should be classified as in-
vestment expenses or operating ex-
penses consistent with the balance 
sheet classification of the related 
asset. Imputed investment income 
and rent expense should not be at-
tributed to real estate used in the 
business. 
OTHER ASSETS AND 
LIABILITIES 
Discussion 
Under regulatory accounting 
practices: 
a. Policyholder dividends are gen-
erally recorded as liabilities 
when declared by the Board of 
Directors. 
b. Contingent commissions are rec-
ognized in financial statements 
on either an accrual basis, a 
modified cash basis (i.e., accrual 
for commissions on expired con-
tracts ), or a cash basis. 
The Division's Position 
Generally accepted accounting 
principles require the use of ac-
crual basis accounting; therefore, 
the Division's conclusions are: 
a. Dividends should be provided 
on the accrual basis using best 
estimates of the amounts to be 
paid in order to associate the 
dividends with related premium 
revenues. 
b. Contingent commissions should 
be accrued over the period dur-
ing which the related premium 
revenue is recognized. 
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VALUATION OF INVESTMENTS 
AND RECOGNITION OF 
REALIZED AND UNREALIZED 
GAINS OR LOSSES THEREON 
Discussion 
Under regulatory accounting 
practices, investments in common 
and preferred stocks are carried at 
market value and bonds, mort-
gages, and real estate are gener-
ally carried at amortized cost. 
Realized investment gains or losses 
are credited or charged to income. 
Changes in the carrying amount 
of investments representing unrea-
lized appreciation or depreciation 
are charged or credited to stock-
holders' (members') equity. 
The regulatory method of ac-
counting for investments involves 
the following: 
a. Carrying bonds, as to which 
there is no permanent impair-
ment of value, at amortized cost 
is appropriate since the investor 
who has the ability and intent 
to hold the investments to ma-
turity will be able to realize 
face amount. Market values 
which merely reflect periodic 
changes in prevailing interest 
rates are irrelevant in valuing 
bonds that are expected to be 
held to maturity. 
b. Valuing common and preferred 
stocks at market is appropriate 
because an investor has no as-
surance that he will receive more 
or less than the current market 
value. 
c. The inclusion of realized invest-
ment gains and losses in net in-
come is appropriate since it is 
based on the realization prin-
ciple. Periodic fluctuations in 
market value are appropriately 
recognized in valuing equity in-
vestments, but should not be in-
cluded in net income because 
they do not meet the realiza-
tion principle. In addition, the 
amounts would frequently be so 
material as to make net income 
meaningless if they were in-
cluded in the income statement. 
The audit guide endorses the 
regulatory basis for valuing invest-
ments. However, it suggests that 
realized and unrealized investment 
gains or losses should be combined 
in a separate statement. Those who 
support the separate statement ap-
proach believe that valuation of in-
vestments under the regulatory 
method is appropriate for the rea-
sons stated above. However, they 
advocate that changes in the value 
of investments, whether realized or 
unrealized, should be presented in 
a separate financial statement as one 
combined amount. They believe that 
such treatment is the most mean-
ingful since the realization of a 
stock investment gain or loss has an 
offsetting effect on the related un-
realized gain or loss. Because of 
the materiality of the amounts 
and the significant fluctuations that 
occur, they should not be included 
in the determination of net income 
because they feel they would make 
net income meaningless. 
Some believe that the results of 
realized gains and losses should be 
reported as an integral part of an 
insurance company's results of op-
erations because an investor's ap-
praisal of an insurance company's 
performance should include the 
results of realized gains and losses 
over a period of years. 
FASB Statement No. 12, Account-
ing For Certain Marketable Securi-
ties, discussed the accounting treat-
ment to be followed by specialized 
industries (which includes property 
and liability insurance companies) 
with respect to investments in com-
mon and preferred stocks. 
The Division's Position 
Bonds should be carried at amor-
tized cost if the company has both 
the ability and intent to hold the 
bonds until maturity and there is 
no decline in the market value of 
the bond other than a temporary 
decline. In those rare instances 
where a company is a trader in 
bonds and does not have the intent 
to hold the bonds until maturity, 
market value is an appropriate basis 
of valuation; temporary market 
fluctuations should be recognized 
as unrealized gains or losses. 
Common and preferred stocks 
may be carried at market or the 
lower of cost or market. Preferred 
stocks with mandatory sinking fund 
requirements may be carried at 
amortized cost if the company has 
both the ability and intent to hold 
the stocks until maturity and there 
is no decline in the market value of 
the stocks other than a temporary 
decline. 
Mortgages should be accounted 
for at amortized cost unless collec-
tibility is uncertain. Real estate in-
vestments should be accounted for 
at depreciated cost unless there is 
an impairment in value. 
Both realized gains and losses 
on investments and realized gains 
and losses on investments in in-
vestees, subsidiaries, and operating 
properties, should be :recognized as 
revenue in the statement of income 
before applicable income taxes. 
Related income taxes should be in-
cluded in the provision for income 
taxes. Variances between the effec-
tive tax rate and the statutory tax 
rate should be reconciled in the 
notes to the financial statements. 
Unrealized investment gains and 
losses should be recognized in 
stockholders' (members') equity 
net of applicable income taxes. 
If the decline in the carrying 
amount of an investment is other 
than temporary, the investment 
should be written down to net 
realizable value, which becomes 
the new cost basis, and the amount 
of the writedown should be ac-
counted for as a realised loss. A re-
covery from the new cost basis 
should be recognized only at sale, 
maturity, or other disposition of the 
asset as a realized gain. 
CONSIDERATION OF 
ANTICIPATED INVESTMENT 
INCOME IN THE 
COMPUTATION OF PREMIUM 
DEFICIENCIES 
introduction 
The Division is not taking a posi-
tion at this time on the considera-
tion of anticipated investment in-
come in the computation of pre-
mium deficiencies. Rather, to focus 
specific attention on the issues and 
to foster an interchange of ideas, 
the issues are presented for discus-
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sion and comment. Comments by 
respondents on this matter with 
supporting reasons for the positions 
advocated will assist the Division 
in reaching a decision. All explana-
tions of methodology should be ac-
companied by detailed examples. 
The Division will consider the re-
sponses and include a position on 
the matter in the final Statement of 
Position. 
The following is a discussion of 
the issues, the different viewpoints 
for and against the inclusion of in-
vestment income in the determina-
tion of premium deficiencies, and 
a discussion of various methodolo-
gies to make the computations. 
The audit guide states that ". . . 
since the premium is expected to 
pay losses and expenses, and pro-
vide a margin of profit over the 
term of the policy, the portion 
measured by the unexpired term 
should be adequate to pay policy 
liabilities (principally losses and 
loss expenses) and return premi-
ums during the unexpired term . . ." 
Further, the guide suggests that the 
premium should be adequate to re-
cover any unamortized deferred ac-
quisition costs. FASB Statement No. 
5, paragraph 96, requires the ac-
crual of a net loss that probably 
will be incurred on insurance poli-
cies that are in force, provided 
that the loss can be reasonably 
estimated. 
The guide is silent on whether 
investment income should be con-
sidered in the calculation of pre-
mium deficiencies; FASB Statement 
No. 5 does not give specific guid-
ance for the calculation of premium 
deficiencies; and current practice 
has been not to include investment 
income in the determination of 
premium deficiencies. 
Different Viewpoints 
Some believe that the considera-
tion of anticipated investment in-
come in the computation of pre-
mium deficiencies is proper for the 
following reasons: 
a. The concept of establishing pre-
mium deficiencies is founded on 
the generally accepted account-
ing principle of making provi-
sions for foreseeable losses on 
contracts currently in force. That 
concept relates to losses on en-
tire contracts and therefore 
should include all revenues and 
expenses relative to those con-
tracts. An integral part of the 
revenues on insurance contracts 
is the investment income that 
will be earned on the funds gen-
erated by the collection of pre-
miums in advance of the pay-
ment of losses and expenses on 
those contracts. 
b. The concept of accruing for loss 
contracts, i.e., premium defi-
ciencies, differs from discount-
ing of loss reserves in that the 
premium deficiency calculation 
relates to the estimation of fu-
ture revenues and expenses rela-
tive to particular loss contracts, 
while the concept of discounting 
loss reserves relates to a cur-
rently established liability for 
losses incurred. Further, the in-
clusion of investment income is a 
recognition of interest that will 
be earned on contract funds that 
have been collected, while the 
discounting of loss reserves rec-
ognizes the time value of money 
which relates to funds that may 
be in excess of the actual funds 
available for investment on par-
ticular loss contracts. Hence, the 
investment income in the pre-
mium deficiency calculation re-
lates to actual funds available 
for investment while the dis-
counting concept imputes invest-
ment income on funds that may 
not necessarily have been gen-
erated by those particular con-
tracts. 
c. The incidence of recognition of 
investment income related to 
unprofitable contracts should be 
different from the incidence of 
recognition of investment in-
come related to profitable con-
tracts because of the nature of 
the contracts. The investment in-
come on profitable contracts 
should be recognized as earned 
following the generally accepted 
accounting principle of not an-
ticipating gains. However, the 
investment income relative to 
loss contracts should be used 
in determining the "net" loss 
relative to those contracts in ac-
cordance with the generally ac-
cepted accounting principle of 
recognizing net losses on unprof-
itable contracts. As the (concept 
of loss recognition pertains to a 
"net" loss, it is contemplated 
that the calculation should in-
clude accrual of all anticipated 
costs and all anticipated reve-
nues relative to those contracts. 
Others believe that anticipated 
investment income should be con-
sidered in the calculation of pre-
mium deficiencies for the above 
reasons, but that it would be incon-
sistent to recognize that investment 
income and not discount loss re-
serves. They believe that the rec-
ognition of the time value of money 
results in financial statements that 
are more in accord with economic 
reality, but cannot support recog-
nizing the effects of anticipated in-
vestment income only in the case 
of premium deficiencies (see page 
10, "Recognition of the Time Value 
of Money"). They further believe 
that to do so would create an un-
necessary difference in the applica-
tion of the matching concept to prof-
itable and unprofitable contracts. 
Further, they point out that the 
methodology involved in vising in-
vestment income in the computa-
tion of premium deficiencies is very 
similar to discounting loss reserves, 
and, if loss reserves were discounted, 
the question of using investment in-
come in the computation of pre-
mium deficiencies would be moot. 
Some believe that anticipated in-
vestment income should not be con-
sidered in the calculation of pre-
mium deficiencies for the following 
reasons: 
a. FASB Statement No. 5 defines a 
net loss, which the Division 
describes as a premium defi-
ciency, as "a loss in excess of 
deferred premiums." They be-
lieve that the term "deferred 
premiums" is intended to mean 
"unearned premiums" as com-
monly used in the insurance in-
dustry. In expanding on this 
view, the guide further indicates 
that a premium should also be 
adequate to recover deferred ac-
quisition costs and expenses sub-
sequent to acquisition. The 
losses and expenses referred to 
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do not suggest that losses and 
expenses should be estimated 
any differently for that purpose 
than for financial statement 
presentation. Thus, they believe 
the term needs no further clarifi-
cation and indicates no intention 
on the part of the FASB to con-
sider investment income as a 
source of revenue in determin-
ing a net loss. 
b. Further, they believe that in-
cluding investment income in 
the computation of premium 
deficiencies is not otherwise sup-
ported by current generally ac-
cepted accounting principles ap-
plicable to the determination of 
asset values. In testing the re-
coverability of asset values, they 
believe it may be proper to con-
sider income directly attributa-
ble to that asset during the re-
covery period. In those cases, 
the income considered can be 
identified as being directly re-
lated to the asset being evalu-
ated. In this situation, the asset 
being tested for recoverability is 
a deferred charge, which does 
not and could not generate in-
come. The investable funds gen-
erated by the related unearned 
premiums cannot be segregated 
and identified with specific con-
tracts. Even if such a segrega-
tion were possible, they suggest 
one might find that contracts 
that are evidencing possible fu-
ture deficiency problems have 
already consumed more funds 
in paying losses to date than 
they generated in total. 
Methodology 
The Committee has reviewed 
various computational methods for 
using anticipated investment in-
come in the computation of pre-
mium deficiencies. With respect to 
the amount of anticipated invest-
ment income to be considered, most 
methods use the anticipated in-
vestment income expected to be 
earned over the period of time that 
the company has investable funds 
(the period between the receipt of 
premiums and the payment of all 
related claims and expenses). How-
ever, several different approaches 
have been recommended as to the 
time period over which the antici-
pated investment income should be 
amortized. Some methods amortize 
the anticipated investment income 
over the period that such invest-
ment income will be earned, others 
amortize the entire premium defi-
ciency over the period that de-
ferred acquisition costs will be 
amortized, and still others write off 
all previously recorded premium 
deficiencies at the end of each ac-
counting period (and separately 
determine the necessity for a new 
provision). Some of the questions 
raised by these different methods 
can best be illustrated by a simple 
example. 
Assume that at the end of a year 
a premium deficiency of $100 has 
been estimated before considera-
tion of anticipated investment in-
come. It relates to a line of busi-
ness that takes ten years before all 
claims will be paid, and during that 
period investment income of $100 
(exactly equal to the estimated pre-
mium deficiency) will be earned 
on investable funds. Since the two 
amounts offset each other, a net 
deficiency of $0 is theoretically re-
corded consisting of a $100 reserve 
for future losses and a $100 "asset" 
representing anticipated investment 
income. The anticipated investment 
income is expected to be earned in 
the following manner: $19 in the 
Year of premium 
deficiency 
1st subsequent 
year 
2nd 
3rd 
4th 
5th 
6th 
7th 
8th 
9th 
10th 
Total income 
or loss 
A 
Anticipated 
Investment Income 
Not Considered-
Premium 
Deficiency 
Recorded 
in First Year 
($100) 
19 
17 
15 
13 
11 
9 
7 
5 
3 
1 
$ 0 
(Income loss) 
B 
Anticipated 
Investment Income 
Considered—Premium 
Deficiency Written 
off in the 
Following Year 
$ 0 
( 81)a 
17 
15 
13 
11 
9 
7 
5 
3 
1 
$ 0 
C 
Anticipated 
Investment Income 
Considered-
Investment Income 
Amortized 
Over Entire Period 
$ 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
$ 0 
a
 Actual losses incurred in excess of premiums earned ($100), less investment income earned ($19). 
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first year after the deficiency, $17 
in the second year, $15 in the third 
year, $13 in the fourth year, $11 
in the fifth year, $9 in the sixth 
year, $7 in the seventh year, $5 in 
the eighth year, $3 in the ninth year, 
and $1 in the tenth year. Also, as-
sume that deferred acquisition 
costs are amortized over the policy 
period (one year) and that these 
costs will be amortized in the year 
following the computation of the 
premium deficiency. The "$100 re-
serve for future losses" will be 
written off in the year following 
the computation as the actual losses 
are recorded (assume that actual 
losses exceed earned premiums by 
$100—exactly equal to the amount 
assumed). The net income or loss 
from this block of business for an 
eleven-year period (the year of the 
premium deficiency and the subse-
quent ten years), as determined on 
three different bases, is illustrated 
above. Column A does not consider 
anticipated investment income. Col-
umn B considers investment in-
come, but defers the recognition of 
the loss until the next subsequent 
year. Column C considers invest-
ment income and amortizes the an-
ticipated investment income over 
the period the investment income 
will be earned. 
Column A illustrates that if pre-
mium deficiencies are computed 
without consideration of investment 
income, a loss can be recorded 
which is subsequently offset by re-
lated investment income. Column 
B illustrates that if anticipated in-
vestment income is considered to 
offset the premium deficiency and 
such anticipated investment income 
is not recorded, a loss will be recog-
nized in the first subsequent year, 
net of the related investment in-
come earned in that year (although 
no loss is recognized in the year 
of the premium deficiency). The 
loss is ultimately offset by related 
investment income earned in sub-
sequent years. Column C illustrates 
that if investment income is con-
sidered and the deficiency is amor-
tized over the entire period, no gain 
or loss will be recognized in any 
year. 
Some believe that column C best 
illustrates the economic reality of 
the situation in that there is no gain 
or loss recognized in any year. This 
method requires the most record-
keeping as the "asset" (anticipated 
investment income) must be amor-
tized over the period of years in 
which the actual investment income 
is earned. Further, in the years the 
actual losses are incurred (the 
years after the premium deficiency 
is recognized), the amount re-
corded for anticipated investment 
income must be reevaluated in light 
of the actual losses incurred. If, for 
instance, the actual losses incurred 
did not require a premium defi-
ciency, then the entire premium 
deficiency provision (including the 
amount of anticipated investment 
income) should be reversed. If a 
provision for a premium deficiency 
is required, but the amount of in-
vestable funds will be substantially 
different from that previously esti-
mated (because the actual losses 
incurred were substantially more or 
less than anticipated), the amount 
recorded for anticipated investment 
income should be revised based on 
the estimated future payment pat-
tern of the actual losses incurred. 
Others believe, as the example 
illustrates, that it is not the inclu-
sion of anticipated investment in-
come that creates the mismatch-
ing in the income statement. The 
mismatching is caused by the cur-
rent framework of accounting 
principles under which investment 
income is recognized as income 
when earned and losses are re-
corded as incurred. If a company 
does not discount its reserves, the 
mismatching will automatically 
occur when the results of opera-
tions of any particular line of busi-
ness, year, etc. are analyzed. 
They further believe that the de-
termination of premium deficien-
cies relates principally to perform-
ing a realization test at a point 
in time. If such tests indicate the 
need for a provision for premium 
deficiencies, the recording of such 
provision does not imply a require-
ment to use the recordkeeping tech-
niques described in the preceding 
paragraphs. They believe that the 
accounting principles to be used in 
revenue (both for premiums and 
investments) and loss recognition 
are stated in the audit guide, and 
that this proposed Statement of Po-
sition is not intended to modify 
either principle. 
Computational Techniques 
Introduction 
There are a number of ap-
proaches to calculating the amount 
of anticipated investment income to 
be used in the calculation of pre-
mium deficiencies. Two such ap-
proaches have been furnished to 
the Division and form the basis for 
this discussion of computational 
techniques. This is not to imply 
that the Division endorses one or 
both methods. Rather, the Division 
believes that a discussion of com-
putational techniques will assist in-
terested parties in formulating their 
opinions on the issues at hand. The 
Division welcomes additional input 
on computational techniques. 
Those advocating the use of in-
vestment income believe that ac-
quisition costs, by their nature, 
are incurred in order to obtain pre-
mium income. Such acquisition 
costs are deferred and amortized 
pro rata as the related in-force pre-
miums are earned. This practice is 
followed to obtain a proper match-
ing of revenues and expenses. Since 
the deferred costs are related to in-
force policies, they believe that the 
amount of future investment in-
come to be used in the determina-
tion of premium deficiencies should 
be the earnings expected to be gen-
erated from the investment of the 
related in-force premiums. Under 
this approach the need to provide 
for a premium deficiency is deter-
mined by evaluating the ultimate 
profits of the in-force block of 
business. 
The computation of premium de-
ficiencies involves many compo-
nents. While the emphasis of this 
discussion is on the methods of 
calculating the amount of invest-
ment income to be used in the 
determination of premium defi-
ciencies, it also discusses the follow-
ing other issues (components) of 
the test: 
• General theory 
• Estimating future loss ratios and 
payment patterns 
• Interest rate to be used 
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• Maintenance expense 
• Income tax considerations 
• Line of business considerations 
• Recognition of future income and 
expenses 
• Application 
General Theory 
Acquisition costs, by their nature, 
are incurred in order to obtain pre-
mium income (cash). These costs 
are deferred and amortized pro 
rata as the related in-force pre-
miums are earned. This practice is 
followed to obtain a proper match-
ing of revenues and expenses. 
This approach requires the devel-
opment of a cash flow model for a 
closed block of business; that is, 
the in-force block existing at the 
date the recoverability test is per-
formed. The funds flow concept 
should give recognition to the 
amount and timing of all significant 
cash receipts and disbursements re-
lated to in-force policies. In the 
typical situation, the entire pre-
mium is not available for invest-
ment. Some portion of in-force 
premiums is not collected in ad-
vance and a portion is used to pay 
underwriting expenses, primarily 
commissions and taxes. Thus, only 
the net cash is invested and earns 
income. 
The cash remains invested until 
the related losses are paid. The 
economics of the business are such 
that the longer the interval be-
tween collection of the premium 
and payment of the claim, the 
greater the investment income 
earned. The interval varies widely 
by line of business. It is generally 
recognized that most property 
claims are settled within twelve 
months after the average accident 
date. However, third-party liability 
losses are characterized by a longer 
pay-out pattern. Recent data on 
medical malpractice claims indi-
cates that as few as 5 percent of 
the ultimate accident year losses 
are reported in the current accident 
year and only 1 percent are paid 
in the current accident year. 
Clearly, cash is invested for a con-
siderably longer period in this 
instance. 
For many companies, it may be 
appropriate to make certain as-
sumptions to simplify the deter-
mination of the amount of invest-
ment income to be considered. For 
instance, making the assumption 
that all non-claim related expenses 
(i.e., commissions, premium taxes, 
etc.) have been paid and that in-
force premiums have been collec-
ted in the first year has an insig-
nificant effect on future investment 
income (as opposed to trying to 
develop payment patterns for these 
expenses for one to two years). 
Appendix I (page 22) shows the 
computation of future investment 
income using these assumptions. In 
Appendix II, these assumptions are 
changed to introduce lags in col-
lection of premiums and in the pay-
ment of non-claim related expenses. 
Premiums are assumed to be col-
lected 75 days after the policies are 
written and expenses are assumed 
to be paid 90 days after incurred. 
The effect of revising these assump-
tions (in Appendix II) is to reduce 
future investment income by ap-
proximately 6 percent. In this ex-
ample, the delay in collecting pre-
miums more than offsets the benefit 
of deferring payment of non-claim 
related expenses. While it is accept-
able to make assumptions, the rea-
sonableness of the assumptions 
should be demonstrable. 
The effect of changing the as-
sumed interest rate is demonstrated 
in Appendix III. 
Estimating Future Loss Ratios 
and Payment Patterns 
The estimates of future loss 
ratios and payment patterns are 
perhaps the most subjective ele-
ments of this calculation. Since the 
approach models the cash flow of 
the in-force premium block, it 
naturally requires an estimate of 
losses (including loss expense) on 
existing in-force premiums and 
their settlement pattern. Losses on 
the expired portion of in-force 
policies have been incurred and 
some portion has been paid as of 
the date the computation is being 
made. However, losses related to the 
unexpired term of the in-force poli-
cies (i.e., the unearned premiums) 
have not been incurred as of the 
balance sheet date. In the case of 
one-year term policies, these losses 
will be incurred in the next acci-
dent year. Thus, losses on in-force 
policies consist of losses incurred 
and to be incurred. 
The estimate of losses to be in-
curred in the next year should be 
consistent with the estimated losses 
or loss ratio presently used in com-
puting the amount of acquisition 
costs available for deferral before 
investment income. The amount of 
future investment income is not sig-
nificantly affected by using an esti-
mated loss and loss expense ratio 
that differs from the actual ratio 
by a few percentage points. How-
ever, the selection of an incorrect 
estimated loss ratio does signifi-
cantly affect the computation of the 
amount available for deferral be-
fore investment income. 
There are additional considera-
tions in selecting a loss ratio in 
lines where reserves are either 
wholly or partially established on a 
discounted basis, such as certain 
workers' compensation reserves. In 
these lines, the expected loss ratio 
used in the test of premium defi-
ciencies should be adjusted to re-
move the amount of the discount. 
The future amount of investment in-
come to be earned should also be 
determined using estimates of the 
ultimate settled loss reserve costs. 
Under present guidelines, some 
companies are using the discounted 
loss ratio in evaluating the need for 
a provision for a premium defi-
ciency. Where a company is dis-
counting its loss reserves using in-
terest rates approximating its cur-
rent investment yield it is not 
appropriate to also take into con-
sideration the anticipated invest-
ment income in determining the 
need for a premium deficiency. 
Estimating the expected incurred 
value of losses on in-force policies 
and their payment pattern requires 
informed judgment. In-force loss 
data are not generally collected and 
available, largely because the in-
dustry, to this point, has had no 
compelling business reason to view 
losses in this manner. However, 
if policies are written for a one-
year term, policy year loss data 
are a reasonable source to use in 
estimating the expected incurred 
value of in-force losses and their 
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payment pattern. Companies that 
file their own rates typically have 
policy year data available for the 
specific lines on which they set 
their own rates. 
Interest Rate to be Used 
In theory, the proper rate should 
be the actual rate at which all sig-
nificant cash receipts (less related 
disbursements) are invested. As a 
practical matter, only a portion of 
this cash is invested. Most of the 
cash is used to meet current oper-
ating expenses and to pay current 
calendar year losses, most of which 
relate to claims on expired policies. 
Only the net cash is available for 
investment at new money rates. 
Some believe that the historical 
rate of return on the company's 
portfolio, with some weighting for 
the net cash invested at new money 
rates, should be used. The amount 
of future investment income earned 
is sensitive to the interest rate se-
lected. In the example Appendix 
III, a one point increase in the 
interest rate, from 5.5 percent to 
6.5 percent, increases investment 
income approximately 26 percent. 
The interest rate selected should 
reflect the probability that the ac-
tual future interest rate earned may 
be less than the rate assumed in the 
model. 
Maintenance Expense 
Maintenance expenses are ex-
penses of a general nature that are 
incurred in current and future 
years as a result of writing the cur-
rent in-force business. Under exist-
ing guidelines, these expenses are 
taken into consideration in calcu-
lating the amount available for de-
ferral before investment income. In 
practice, these expenses are usually 
ignored in the determination of 
premium deficiencies for two rea-
sons. First, in most circumstances, 
they may be immaterial, and sec-
ond, they are difficult to estimate 
accurately. However, in circum-
stances where they are material 
and/or they can be estimated, they 
should be considered as a future 
cash payment in the computation 
of investment income on the basis 
that the determination of premium 
deficiencies should be based on all 
sources of revenue and all related 
expenses. 
The maintenance expenses dis-
cussed throughout the computa-
tional guideline section do not 
include the cost of maintaining and 
settling claims, since those costs 
have been included in the antici-
pated loss and loss expense ratio. 
Maintenance expense includes ac-
counting and other general and ad-
ministrative expenses necessary to 
maintain the block of business until 
the last claim in the block is paid. 
Income Tax Considerations 
The computation should be made 
on a pretax basis consistent with 
realization tests of assets in other 
industries. If a premium deficiency 
exists after the inclusion of the ap-
propriate amount of anticipated in-
vestment income, such premium 
deficiencies should be recorded to-
gether with the related tax effects. 
Line of Business Considerations 
This proposed Statement of Posi-
tion (page 10) provides guidance 
as to how a company's business 
should be grouped for purposes of 
making the calculation of a prem-
ium deficiency. Specifically, the 
Statement requires that the compu-
tation be made using: 
". . . groupings of business con-
sistent with the company's man-
ner of acquiring, servicing and 
measuring the profitability of its 
business." 
The company should demonstrate, 
in specific terms, the manner in 
which it manages its business to 
support its groupings. 
Application 
Appendix I illustrates the sug-
gested methodology. Example I 
(pages 19 through 24) presents a 
case in which there is a recover-
ability problem before the inclu-
sion of investment income but not 
after its inclusion. In the first ex-
ample, the block of business is ex-
pected to experience a loss and 
loss expense ratio of 78 percent. 
The underwriting expenses incurred 
were 30.16 percent of premiums 
written, producing a combined 
ratio of 108.16 percent. The exam-
ple assumes the deferral ratio is 25 
percent of premiums written. The 
difference between the incurred 
ratio of 30.16 percent and the 
deferral ratio of 25 percent is ex-
pensed currently as a period cost. 
The settlement pattern of the an-
ticipated losses is derived on page 
20 using payment data from sched-
ule P. Since schedule P presents 
loss and loss expense payments as 
a percentage of earned premiums, 
it is necessary to convert that data 
to an incurred loss base; the lower 
portion of page 20 accomplishes 
this. By reviewing the historical set-
tlement pattern and evaluating cur-
rent factors, an expected accident 
year settlement pattern is devel-
oped. 
On page 21, the settlement pat-
tern is applied to anticipated acci-
dent year losses. The pattern is 
assumed to be consistent, and past 
history in the example seems to 
support this assumption. 
Using the derived payment pat-
tern and making certain reasonable 
assumptions concerning premium 
collections, underwriting and main-
tenance expense payments, and in-
terest rates, the investment income 
related to this block is computed 
on page 22. 
The calculation of whether a pre-
mium deficiency exists is performed 
on page 23 and the results indi-
cate no premium deficiency exists. 
Therefore, no provision for pre-
mium deficiency would be made in 
1975. The accounting from an in-
come statement standpoint is pre-
sented on page 24. 
The assumptions in example II 
(pages 25 through 29) are the 
same as example I, except for the 
anticipated loss and loss expense 
ratio which is expected to be 87 
percent or 9 points higher than in 
the first example. In the second 
example, the future investment in-
come is not sufficient to cover the 
premium deficiency problem and a 
write-down equivalent to the defi-
ciency (i.e., $11,919) is provided in 
1975. The accounting in this situa-
tion is illustrated on page 29. In 
the "after write-down" illustration, 
the loss in 1975 is equivalent to the 
loss through 1981 on the entire 
block of business. 
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APPENDIX I 
ANTICIPATED EXPERIENCE ON BLOCK OF IN-FORCE BUSINESS 
EXAMPLE I 
Earned on 
Unexpired Unearned In-Force 
Premiums $182,000 $168,000 $350,000 
Expected loss and 
loss expense ratio 78% 78% 78% 
$141,960 $131,040 $273,000 
Explanation 
Analysis of individual company experience indicates that the expected loss and loss expense ratio will be 78% 
on the block of business. The "earned on unexpired" was earned in 1975 and related incurred loss and loss ex-
pense is estimated to be $141,960; the "unearned" portion will expire in 1976, and expected loss and loss 
expense is $131,040. The "Underwriting and Investment Exhibit" in the Annual Statement can be used as a 
source of in-force and unearned premium information in the absense of better sources. The expected loss ratio 
is still a matter of judgment of the company. 
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PAYMENT PATTERN 
EXAMPLE I 
Calendar Year 
Current 
1st subsequent 
2nd 
3rd 
4th 
5th and subsequent 
Calendar Year 
Current 
1st subsequent 
2nd 
3rd 
4th 
5th and subsequent 
Loss and Loss 
1971 
23.2 
20.4 
11.0 
9.0 
6.0 
( 3.4) 
73.0 
Loss and Loss 
1971 
31.8 
28.0 
15.1 
12.3 
8.2 
( 4.6) 
100.0 
Expense 
1972 
23.7 
20.9 
11.1 
9.2 
( 5.9) 
( 3.2) 
74.0 
Expense 
1972 
32.0 
28.3 
15.0 
12.4 
( 8.0) 
( 4.3) 
100.0 
Payments as a % of Earned Premium 
Accident Year 
1973 
24.9 
21.8 
11.9 
( 9.6) 
( 6.5) 
( 3.3) 
78.0 
1974 
25.4 
22.4 
(12.0) 
( 9.8) 
( 6.4) 
( 3.0) 
79.0 
Payments as a % of Incurred Losses 
Accident Year 
1973 
32.0 
28.0 
15.2 
( 12.3) 
( 8.3) 
( 4.2) 
100.0 
1974 
32.1 
28.3 
( 15.2) 
( 12.4) 
( 8.1) 
( 3.9) 
100.0 
1975 
24.5 
(21.6) 
(11.6) 
( 9.4) 
( 6.0) 
( 2.9) 
76.0 
1975 
32.2 
( 28.4) 
( 15.2) 
( 12.3) 
( 8.0) 
( 3.9) 
100.0 
Select 
32.0 
28.0 
15.0 
12.0 
8.0 
5.0 
100.0 
Explanation 
The top portion of this exhibit can be derived from schedule P, part 3 in the Annual Statement. The lower 
portion converts the percentages in the top portion to a loss base rather than an earned premium base. The 
percentages in brackets are estimates of the settlement pattern of losses still unsettled at the end of 1975. The per-
centages in the "select" column are chosen after reviewing the trend in prior years. These percentages are used 
on page 21. 
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SETTLEMENT PATTERN OF LOSSES ON IN-FORCE POLICIES 
EXAMPLE I 
Calendar Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
% 
32.0 
28.0 
15.0 
12.0 
8.0 
5.0 
100.0 
1975 
Amount 
45,427 
39,749 
21,294 
17,035 
11,357 
7,098 
-
$141,960 
% 
-
32.0 
28.0 
15.0 
12.0 
8.0 
5.0 
100.0 
1976 
Amount 
$ -
41,933 
36,691 
19,656 
15,725 
10,483 
6,552 
$131,040 
In-Force 
% 
16.6 
29.9 
21.2 
13.4 
9.9 
6.5 
2.5 
100.0 
Payment 
Amount 
45,427 
81,682 
57,985 
36,691 
27,082 
17,581 
6,552 
$273,000 
Explanation 
This exhibit shows the computation of the in-force payment pattern using accident year data. Where in-force 
payment data is available, it should be used. The payment data is used in the computation of investment income 
on page 22. 
COMPUTATION OF INVESTMENT INCOME ON ANTICIPATED CASH FLOW 
EXAMPLE I 
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Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
Opening 
Balance 
$ -
204,464 
130,706 
77,553 
43,636 
17,852 
535 
Premiums 
Received 
$350,000 
-
-
-
-
-
— 
$350,000 
Underwriting 
Expenses Paid 
30.16% 
($105,581) ( 
-
-
- ( 
-
-
— 
($105,581) 
Losses 
Paid 
($ 45,427) 
( 81,682) 
' 57,985) 
' 36,691) 
27,082) 
17,581) 
6,552) 
'$273,000) 
Maintenance 
Expense 
.83% 
$ _ 
( 1,046) 
( 742) 
( 469) 
( 347) 
( 228) 
( 87) 
($2,919) 
Ending 
Balance 
$198,992 
121,736 
71,979 
40,393 
16,207 
43 
( 6,104) 
Future investment 
Average 
Balance 
$ 99,496 
163,100 
101,342 
58,973 
29,921 
8,947 
( 2,784) 
income (1976-1981) 
Investment 
Income 
5.5% 
$ 5,472 
8,970 
5,574 
3,243 
1,645 
492 
( 153) 
$25,243 
19,771 
E
X
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Assumptions 
1. Premiums are written and collected evenly throughout the year and underwriting expenses are incurred and paid as premiums are collected. 
2. Losses are paid evenly throughout the year. 
3. Maintenance expenses are .83% of premiums and are paid in the same pattern as losses. 
4. Investment income is earned on average assets and is reinvested. 
5. Historic interest rate is 5.5% weighted for net cash invested at new money rates. 
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CALCULATION OF THE PREMIUM DEFICIENCY 
EXAMPLE I 
Amount % 
Unearned premiums $168,000 
Less: expected loss and loss expense ( 131,040) 78 
Less: expected maintenance expense ( 2,919) 
Underwriting contribution to deferral 34,041 
Actual deferral 42,000 25 
Premium deficiency before investment income ( 7,959) 
Future investment income at 5.5% 19,771 
Excess $ 11,812 
Explanation 
This exhibit demonstrates how the premium deficiency would be calculated using investment income from 
page 22. The deferral ratio is determined by relating acquisition costs to written premiums. For purposes of this 
example, the deferral ratio is assumed to be 25%. 
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ACCOUNTING PRESENTATION (INCOME STATEMENT ONLY) 
EXAMPLE I 
The test for premium deficiencies (i.e., page 23) indicates no need for a provision. Consequently, the deferred acquisition cost is amortized in 1976 as 
premiums are earned and investment income flows through future year's results as earned (refer to page 22). 
Underwriting Expenses: 1975 Activity 
Incurred (30.16%) 
Deferred (25% ) 
Amortized 
Balance Sheet 
$ -
87,500 
( 45,500) 
Income Statement 
$105,581 
( 87,500) 
45,500 
$42,000 $ 63,581 
Earned premiums 
Incurred losses 
Underwriting expenses 
Maintenance Expense 
Amortization of 
deferred acquisition 
cost 
Investment income 
Income (loss) 
1975 
$182,000 
( 141,960) 
( 18,081) 
-
( 45,500) 
5,472 
($ 18,069) 
1976 
$168,000 
( 131,040) 
— 
( 1,046) 
( 42,000) 
8,970 
$ 2,884 
1977 
$ -
— 
-
( 742) 
5,574 
$4,832 
1978 
$ 1 
-
-
( 469) 
3,243 
$2,774 
1979 
$ -
-
-
( 347) 
1,645 
$1,298 
1980 
$ -
-
-
( 228) 
492 
$264 
1981 
$ -
-
— 
( 87) 
( 153) 
($240) 
Total 
$350,000 
( 273,000) 
( 18,081) 
( 2,919) 
( 87,500) 
25,243 
($ 6,257) 
Calendar Year: No Write-Down 
E
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ANTICIPATED EXPERIENCE ON BLOCK OF IN-FORCE BUSINESS 
EXAMPLE II 
Earned on 
Unexpired Unearned In-Force 
Premiums $182,000 $168,000 $350,000 
Expected loss and loss 
expense ratio 87% 87% 87% 
$158,340 $146,160 $304,500 
Explanation 
Assumptions in this example are the same as presented in Example I, except that expected loss and loss ex-
pense ratio is 87%. 
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SETTLEMENT PATTERN OF LOSSES ON IN-FORCE POLICIES 
EXAMPLE II 
Calendar Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
% ' 
32.0 
28.0 
15.0 
12.0 
8.0 
5.0 
-
Accident Year 
1975 
Amount 
$50,669 
44,335 
23,751 
19,001 
12,667 
7,917 
-
• Payments 
% 
-
32.0 
28.0 
15.0 
12.0 
8.0 
5.0 
1976 
Amount 
$ -
46,771 
40,925 
21,924 
17,539 
11,693 
7,308 
In-Force 
% 
16.6 
29.9 
21.2 
13.4 
9.9 
6.5 
2.5 
Payments 
Amount 
$ 50,669 
91,106 
64,676 
40,925 
30,206 
19,610 
7,308 
100.0 $158,340 100.0 $146,160 100.0 $304,500 
COMPUTATION OF INVESTMENT INCOME ON ANTICIPATED CASH FLOW 
EXAMPLE II 
Future investment income (1976-1981) $11,160 
E
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Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
Opening 
Balance 
$ -
199,078 
115,341 
54,468 
14,931 
( 15,641) 
( 36,885) 
Premiums 
Received 
$350,000 
-
-
-
-
-
-
$350,000 
Underwriting 
Expenses Paid 
30.16% 
($105,581) 
-
-
-
-
-
-
($105,581) 
Maintenance 
Losses Expenses 
Paid .83% 
($ 50,669) 
( 91,106) 
( 64,676) 
( 40,925) 
( 30,206) 
( 19,610) 
( 7,308) 
($304,500) 
$ -
( 1,046) 
( 742) 
( 469) 
( 347) 
( 228) 
( 87) 
($2,919) 
Ending 
Balance 
$193,750 
106,926 
49,923 
13,074 
( 15,622) 
( 35,479) 
( 44,280) 
Average 
Balance 
$ 96,875 
153,002 
82,632 
33,771 
( 345) 
( 25,560) 
( 40,582) 
Investment 
Income 
5.5% 
$ 5,328 
8,415 
4,545 
1,857 
( 19) 
( 1,406) 
( 2,232) 
$16,488 
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CALCULATION OF THE PREMIUM DEFICIENCY 
EXAMPLE II 
Amount % 
Unearned premiums $168,000 
Less: expected loss and loss expense ( 146,160) 87 
Less: expected maintenance expense ( 2,919) 
Underwriting contribution to deferral 18,921 
Actual deferral 42,000 25 
Premium deficiency before investment income ( 23,079) 
Future investment income at 5.5% 11,160 
Premium deficiency after investment income ($ 11,919) 
Explanation 
The calculation of the premium deficiency using investment income requires a write-down of $11,919 in 1975. 
The accounting before and after write-down is presented on page 29. In the after write-down situation, the net 
asset ($42,000 - $11,919 = $30,081) is amortized in 1976. 
ACCOUNTING PRESENTATION (INCOME STATEMENT ONLY) 
EXAMPLE II 
Earned premiums 
Incurred losses 
Underwriting expenses 
Amortization of asset 
Maintenance expense 
Investment income 
Income (loss) 
Earned premiums 
Incurred losses 
Underwriting expenses 
Maintenance expense 
Investment income 
Write-down 
Amortization of asset 
Income (loss) 
1975 
$182,000 
( 158,340) 
( 18,081) 
( 45,500) 
-
5,328 
($ 34,593) 
1975 
$182,000 
( 158,340) 
( 18,081) 
-
5,328 
( 11,919) 
( 45,500) 
($ 46,512) 
1976 
$168,000 
( 146,160) 
-
( 42,000) 
( 1,046) 
8,415 
($ 12,791) 
1976 
$168,000 
( 146,160) 
-
( 1,046) 
8,415 
-
( 30,081) 
($ 872) 
1977 
$ -
-
-
-
( 742) 
4,545 
$3,803 
Calendar Year: 
1977 
$ -
-
-
( 742) 
4,545 
-
— 
$3,803 
1978 
$ -
— 
-
-
( 469) 
1,857 
$1,388 
After Write-Down 
1978 
$ -
-
— 
( 469) 
1,857 
-
— 
($1,388) 
1979 
$ -
-
-
-
( 347) 
( 19) 
($366) 
1979 
$ -
-
-
( 347) 
( 19) 
-
— 
($366) 
1980 
$ -
-
-
-
( 228) 
( 1,406) 
($1,634) 
1980 
$ -
-
-
( 228) 
( 1,406) 
— 
— 
($1,634) 
1981 
$ -
-
-
-
( 87) 
( 2,232) 
($2,319) 
1981 
$ -
— 
-
( 87) 
( 2,232) 
-
— 
($2,319) 
Total 
$350,000 
( 304,500) 
( 18,081) 
( 87,500) 
( 2,919) 
16,488) 
($ 46,512) 
Total 
$350,000 
( 304,500) 
( 18,081) 
( 2,919) 
16,488 
( 11,919) 
( 75,581) 
($ 46,512) 
Calendar Year: Before Write-Down 
E
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APPENDIX II 
COMPUTATION OF INVESTMENT INCOME ON ANTICIPATED CASH FLOW 
Assumptions 
1. Agents balances on the average contain 75 days of written premiums. 
2. Expenses are paid 90 days after incurred. 
3. All assumptions are the same as Example I, Appendix I. 
Conclusions 
Effect of delaying collection of premiums and payment of expenses reduced future investment income (as compared to Example I, Appendix I ) by $1,210 
or 6 .1%. 
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Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
Opening 
Balance 
$ -
155,497 
128,007 
74,705 
40,632 
14,683 
( 2,808) 
Premiums 
Received 
$277,100 
72,900 
-
-
-
-
— 
$350,000 
Underwriting 
Expenses Paid 
($ 79,331) 
( 26,250) 
— 
-
— 
— 
— 
($105,581) 
Losses 
Paid 
($ 45,427) 
( 81,682) 
( 57,985) 
( 36,691) 
( 27,082) 
( 17,581) 
( 6,552) 
($273,000) 
Maintenance 
Expenses Paid 
$ -
( 1,046) 
( 742) 
( 469) 
( 347) 
( 228) 
( 87) 
($2,919) 
Ending 
Balance 
$152,342 
119,419 
69,280 
37,545 
13,203 
( 3,126) 
( 9,447) 
Average 
Balance 
$ 57,377 
156,155 
98,643 
56,125 
26,918 
5,779 
( 6,127) 
Investment 
Income 
$ 3,155 
8,588 
5,425 
3,087 
1,480 
318 
( 337) 
$21,716 
Future investment income (1976-1981) $18,561 
APPENDIX III 
COMPUTATION OF INVESTMENT INCOME ON ANTICIPATED CASH FLOW 
Conclusion 
Given the same set of assumptions of Example I, Appendix I, the effect on future investment income of increasing the interest rate by one point is $5,116 
or 25.8%. 
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Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
Opening 
Balance 
$ -
205,459 
133,397 
81,432 
48,357 
23,180 
6,299 
Premiums 
Received 
$350,000 
— 
-
-
— 
-
— 
$350,000 
Underwriting 
Expenses Paid 
($105,581) 
-
-
-
-
-
— 
($105,581) 
Losses 
Paid 
($ 45,427) 
( 81,682) 
( 57,985) 
( 36,691) 
( 27,082) 
( 17,581) 
( 6,552) 
($273,000) 
Maintenance 
Expenses Paid 
$ -
( 1,046) 
( 742) 
( 469) 
( 347) 
( 228) 
( 87) 
($2,919) 
Ending 
Balance 
$198,992 
122,731 
74,670 
44,272 
20,928 
5,371 
( 340) 
Average 
Balance 
$ 99,496 
164,095 
104,034 
62,852 
34,643 
14,276 
2,980 
Investment 
Income 
$ 6,467 
10,666 
6,762 
4,085 
2,252 
928 
194 
$31,354 
E
X
P
O
S
U
R
E
 
D
R
A
F
T 
Future investment income (1976-1981) $24,887 
